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Bank Systemic Risk Regulation: The $50 Billion Threshold in the Dodd-Frank Act
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Introduction

“Too bigTBDBDFfatthe cdnamafmicimdastoaderly failure wot
widespread disruptamdsr dsiulfti niamcdeavasmtaatkiet g econ
outcomes that the government would feel compelle
support to theafsomyyStuwdit denrimsk amei al for wides
disruption in or even total collapse of the fina
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several large f Bonoafchhchsdafdad mms wieme2 @@&bank financ
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Mut phad Federal Deposit Insur anchee Colregpoiran¢d omy ( FD
ot her bawmtk sg ovifetirhnammecmitiadGiatnicgenduBank of America we
of fadddtional preferred shares through the Troub
government guarantees om smalneyc toefgd ot bhiedswems atsheesy, o w
juisfti ed gownm¢emmamt hengr ounds “styhsatte nmtihcea I’fliyr msmpwoerrt ea
(popularly under st otoddo thi)dBoem &siyfwmsnky mo e s c weé d hon t h
grounds once, thbettheughbhyes nme affo lhiaady ntoo exepsldwe tTB
firbmsf or.e hand
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was enact’Amdongn i2t0sl Os.t a“topd oot po s be doifeaarhei al st a
United.,S06 ated bi”g ot oprfoatielc,t t he Americah taxpaye:

e dFadank Act took a muldtiebdBdgEedb h gdthi saale ptoa t
cuses ont hoangep rpetalctha Fedtis@ Fes®Rahattbhedghtened)
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verage TH.tRi.o,t3088) 31t0e%mi ¢ Riisokn Denspirgomwa ment Act of
uld replace the $50bsoabkbidesiknashohdpwbrckss,c
tomatically subjecting ghbamgylsltyehmantp ohratwvwen tbeen de
anksSI(Bosy)y the Financ{ &¥B5B§ytabnl i nySeeBataitodSo. ®alll foofr u
55t he conomic Growth, Regulatory Relief, and
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1 For an introduction, seERS In Focus IF1070@ystemic Risk and Financial Stabiliy Marc Labonte

2The government also created broadly based programs to provide liquidity and capital to solvent banks of all sizes
during the financial crisis to restore confidence in the banking system. For more informatioRSs&eport R43413,
Costs of Government Interventions in Response to the Financial Crisis: A RetrosjscBeérd Webel and Marc
Labonte

3 For an overview, seERS Report R41350;he DoddFrank Wall Street Reform and Consumer Protection Act:
Background and Summargoordinated by Baird Wehdfor more information on systemic risk provisions, GRS
Report R41384The DoddFrank Wall Street Refm and Consumer Protection Act: Systemic Risk and the Federal
Reserveby Marc Labonte

4 For more information, seERS Report R4483%he Financial CHOICE Act in the 115th Congress: Selected Policy
Isstes by Marc Labonte et al.

Congressional Research Service R45036 - VERSIOBN- UPDATED 1



Bank Systemic Risk Regulation: The $50 Billion Threshold in the Dodd-Frank Act

the instsafi¢ti pnand soundness. Banks with assets
would no longer be subject to enhanegqdiremahatio
Th report begins with a description of enhance

ntages and disadvantages to this approach to
smowriet t5a b i 1l ¢t onai e asawmpbemiadadhkskgndses

osals to modify the currenRi melgleyneepantably
ckney fiitmdings.

wo D ®

roach to dlchdrse firscopogeat T BIH. ¢ nh adnoceesd mmodtywleat i on
er currpmoepepoddctideseddndedsd veEBTF. For an overyv
meal podpitci O&BE ReporPyRéenmisdal |'TolomBo gt awt Fai l
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Enhanced regul anto irt@hnd foOf bbialnlkiso nwiitnh assets is only
p
h
a
nanci al, Iy tMaruct i Ioantsont e

Whos SubjEnchta ntcoed Pruden?ial R

Title I -bfatnheceAd®dtoddr emthanced prudential regulato
applies to all bank holding companies with total
nonbank financial firms that are des(iFgShG)ed by t

as systemicadlilty ei hpadtlomwts. the Fed to tailor diff
institution or s wbelraotuegpd bfasmscetdoroon any risk

Banks
Enhanced regulation automatical(lBHGsiptppbnoes to U. S
thgawillion iBBHGtsse¢sur dhall ows for a 1large, com

multiple subsidiaries in diflfiegemt heilbkrampEgdimel s ec
requirements are applied to taljluptarittss ofanlhiengdan
subsidifarmi dank does mnot have a holding company s
regulTahtei oGhongres si ona lRPfResvsed rethe Seawk ctehdt is cui
billion and does fiot have a BHC structure.

Some large investment banks, including Goldman S
holding companwhehmtalsers fimi 2d0d BagHHCswas ea acquubked
al lt hoef 1argest U. S. Bil€e sstunbejnet o thaatmokestd hagr reu dneorwt i a 1
regiUmeder sTHatleel ICplriofva sniom , invest nweintth bmonrkes or
than $50 billion in assets that participated 1in
escape enhanced r €guneédaitvieosnt ibnyg doefb atnfikeiinrg deposit o

Thenhanced prwdsmptpilalesr ¢ i heor ei g abt anhlaioneg or gani
than $50glbddddicotmsp daimmd enh ¢St If HRoswe vt e, i mpl ementing
regul ati on ss ihganvief iicnapnotsleyd l ower requirements on f

5 Based on a comparison of FDIC data on assets of depository subsidiaries and NIC data on assets of bank holding
companies.

6 The popular name of the provision comes from a song by The Eagles.
7 Section 102 of the DodBrank Act specifies that foreign banks that are treated as banking holding companies (BHCs)
for purposes of the Bank Holding Company Act of 1956, pursuant to Section 8(a) of the International Banking Act of

1978 are considered BH@&s application of enhanced prudential regulation if they have more than $50 billion in
assets.
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l1 UoMomir a nsc hc oanspsaerte d t o t hose witmlbnhomacthhan
s ftoreign banks with mpoanbtahsaseeht$5 Omubsitl Ifioornm i n T
teeddimnt ¢ holding compantiltss o oirnttchremead iUa tSe loplediar

b i

as

in

are essentially treated as aepguiiwatlbsath ¢ tye old. S . b a
regamd bank regul @®Foonermbmpil geamemadi aties hol di ng
also subject to the same general Eapifatergugquire
banks with less than $50 billion’si nholneS.coasnstertys,
regulationsifiesgverstreassatesting) wWheheyt 1s co
must still comply-tvwiqtuhi ttyh ¢rhaetnmiecot g &k ncyp manadit ee 1 e qu
streamlindhevdanswvimrg ofills requirements

an
o

rafter, tlhher afedpmntko wolaeing companies and forei
meeting the critlanmlsmioeriseic $tShbaeali lalbiooenilams asset s
ot her wi.se mnoted

CRSas not able to locate an of faitcifowdhi ¢hsvaoifedan
depending on the 1 e q.uhaearraechndtwefvifeore,i florien £ar manikasn
avail avlhli € ho b apnakrst ihcaiwpeat ed in two specific requir
regulation. In 2017, 27 BHCs and 12 intermediate
subject to the Title I Federal Reserve stress te
t he ymcraed $tSa i 1 1 i on siEebl®Sho wmts slex® banks (foreig
domestic) s ubmitotteidvirnegs owliultltsd)e ppulrasimeam(tt e 1Taquir
came 1nto effect, hmoow eev $etH)a rbiclclaius e itrth ewo rthladvwi d e
operate in the United States.

8 Foreign banks may operate in the United States directly through their U.S. branches and agencies or through the
ownership of U.S. banks or BHCs or other finml firms. For purposes of enhanced regulation, assets of U.S. branches
and agencies are not included toward the intermediate holding company threshold.

9 The DoddFrank Act did not specifically address this structure, although it endorsed a simiturstfor foreign

nonbank systemically important financial institutions (SIFIs) and permits the Fed to modify enhanced regulation for

foreign banks. See Federal Re skederabRegisteBOnphly26@, MatchP7r udent i al S
2014, athttps://lwww.gpo.govlsyspkgFR-201403-27 pdf/201405699.pdf

10 See Federal Reseniepdd-Frank Act Stress Test 2D1June 2017, dittps://www.federalreserve.ggublications/
files/2017-dfastmethodologyresults20170622.pdfAs of the end of the first quarter of 2017, the federal National
Information Center (INC) reports 26 bank holding companies and 12 intermediate holding companies owned by a
foreign parent with more than $50 billion in assets. (Most of the bank holding companies are listed on the NIC website
as financial holding companies, which is a spegia¢ of BHC with subsidiaries engaged in honbank financial

activities.) The same firms are listed on the NIC website and in the stresetegisfor Bancwesthich the NIC

reports fell below $50 billion the third quarter of 2016. (Availablbtads://www.ffiec.gowicpubwebhicweb/
HCSGreaterThan10B.aspx

11 See Chairman Martin Gruenberg, testimony before the Senate Committee on Banking, Housing, and Urban Affairs,
Septerber 9, 2014, p. 5, available fatp://www.banking.senate.gg@ublic/index.cfimFuseAction=
Hearings.Testimony&earing_ID=15fc832df18-47d78c7d1367e5770086%/itness_|Dx15856a48f8c-4958
ad7ca385bb31c3f3
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Table 1.Banks with More Than $50 Billion in Assets
(as of June 30, 201dollar anounts in billions)

Institution Name Assets
JPMrgan Chase & Co. $2,563
Bank Of America Corporation $2,256
Wells Fargo & Company $1,931
Citigroup Inc. $1,864
Goldman Sachs Group, Inc. $907
Morgan Stanley $841
U.S. Bancorp $464
PNC Financial Services Group, Inc. $372
Bank Of New York Mellon Corporation $355
Capital One Financial Corporation $351
TD Group U.SHoldings ILC $349
HSBCNorth America Holdings Inc. $308
State Street Corporation $238
BB&T Corporation $221
Credit Suisse Holdings (U$AnNC. $215
SunTust Banks, Inc. $207
DB USACorporation $191
Barclays USLC $179
American Express Company $167
Ally Financial Inc. $164
Citizens Financial Group, Inc. $152
MUFGAmericas Holdings Corporation $151
RBC USAHoldco Corporation $147
UBSAmericas Holding LC $143
Fifth Third Bancorp $141
BNP Paribas USAnc. $140
Keycorp $136
Santander Holdings UShac. $135
BMO Financial Corp. $130
Northern Trust Corporation $126
Regions Financial Corporation $125
M&T Bank Corporation $121
Huntington Bancshares Incorporated $101
Discover Financial Services $94
BBVACompass Bancshares, Inc. $87
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Institution Name Assets
Comerica Incorporated $72
Zions Bancorporation $65
CIT Group Inc. $50

Source: Federal Reserve data reported on Forn9¢.
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oan) holding companies ,with §$h6 bxtbkpwmoar ofore
sAl ttlecsugh not imppg plmieamd att a efdraatondk, tAlcet,aldadd d ngoi n g
atory mat ear2ila l4 a engmthghdttithyeinnBgoard may apply ad
ential requirements to certain savings and I
nced prudential standards 1if it deter mines t
s
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oundnessi &Df § urcehgautl damtpomr sri¥xpl 6vkitmb r e $t5Wa n
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d

it unions, securities holding compamies, and
bill iacael sieatud ©osmat s cal l y s ubj eHeotwetvoe re n tahnec e d r
may designate any mnonbank fimafiicnadcifdl mi mst ia
FI) if its failure aoaciadt PembgdategduBIdFpesara
jehe’stabdanced rpergwdSintticoan]l i hS@@ thaosn,designated
urers (Al G, Met Lifeonanfli Pa@hkl e@d)p il Fllnd @ anci al
Me t DIsi fdee s iwgansa tsiuobnsi emqv el di tdbayt a ¢ 5, u ratn dd eGeEn sCihopni t a |
Al designiantensiwdedBbyaliS§OCrules implementing
for nonbank SIFIs —Jnanwe breota upfed ctiths essh-atiehkesour e d
aplication of the provisionscéoévecesdsed below to

Al t hough there ia matranodf BMki pirdsdvatacl@dsiecc m
identdBf Ue & . nonbank mbr e aSnSédn abli 1fliiromms iwi tahs s et s i n
firms 1 nedeuadlee rbsr,okientrs urance umndsesrwr maanmrgerspeci a
invest mentancdo nfpi annainecsi,al t AChediltogdizodmbainmes .
incloundleyy one crmadildadmd0i dbnl wWioh in medets (Navy F

PFederal Reserve, “Enh a frederal ReBiste®9] p. h7240,March®7, 20d4datr ds , ” 7 9
https://www.gpo.golisyspkgFR-201403-27/pdf/201405699.pdf

13 MetLife vs. Financial Stability Oversight Councib-0045 (RMC) (U.S. District Court for the District of Cafiia
2016), athttps://ecf.dcd.uscourts.ga@gi-bin/show_public_doc2015¢v0045105

14 Designations and deesignations are availabletdtps://www.treasury.goiritiativesfsoctesignations?ages/
default.aspx
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® o
o
— o

Stress Tests and Capital Planning

Stress tests amdt wapaetnladnoeddhnaneep gh cacemeinthpl ¢ thartt e

t ogeTfihtelre I requmredsdreompaearyts for any (bank or

more than §$10 bithnormtramsassesssafidaFétdd DFAST)

compangnbank SIFI with more than $50 billion 1in
rul es

implemented through final

u B n 2012 and were

Stress tests attempt to projehypohbeltesda by atth ot
in economic and financial conditions to deter min
futcaurrid$nilsg kanemgpli t al rtehqgauti raerme nbtass e d o rh ec wsrtrreemsts a s

15 Credit Union Times, Clear CUT Data, data query on November 29, 20iffp:dkclearcutdata.cutimes.com

18 The $50 billion threshold is also used in a few other requirements unrelated to enhanced prudential regulation (see
Appendix). For example, in the DodBrank Act, it is used for two provisions related to swaps regulation and
assessments to fuwdrious activities.

171n addition to the requirements discussed in tjort, the Doddrrank Act provides the Fed with the discretion to
impose a number of other conditions on banks with more than $50 billion. The Fed may institute contingent capital
requirements, shoterm debt limits, and enhanced public disclosureddte, the Fed has not used this discretionary

aut hority. Title I also grants the Fed the authority to im
Fed] .determines appropriate.?”

BFeder al ARmal €ompamyRun Stress Test Requirements Fé&d&al Registerl98, October 12, 2012, p.

62396, ahttps://www.gpo.govtisyspkgFR-201210-12/pdf/201224988.pdf and Feder al Reserve, “Sup

CompanyRun Stress Tet Re q u i r kederalnRegistef98, @clober 12, 2012, p. 62378, at
https://www.gpo.golisyspkg/FR-201210-12/pdf/201224987 .pdf
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19 Federal Reserv@odd-Frank ActStress Test 2013une 2017, p. 5, attps://www.federalreserve.gq@ublications/
files/2017-dfastmethodologyresults20170622.pdf

OFederaRe s er ve, “ CakRederalaRegis®eA3h, p. 74631, December 1, 2011, at
https://www.federalreserve.gaeportformsformsreviewRegY13_20111201_ffrdf. For more information, see
Federal Reserv&apital Planning at Large Bank Holding Companigsigust 2013, at
https://www.federalreserve.gdadnkinforeghcreg20130819al.pdf

2lFederal Reserve, “Amendments t o tFederalRegisteP2 ».19308 &tan and St r e
https://www.federalreserve.gméwseventaressreleasdstreg20170130a.htm

22 Yearly results are available lattps://www.federalreserve.g@upervisionregicarby-year.htm

23 For more information, seERS Report R4380%,Li vi ng Wil l s”: The Legal Regi me for
Plans for Certain Financial Institutiondy David H. Carpenter
24Federal ReserveandFeddbat pos it Insurance Corpor at FederglRegiRe2klo!l uti on Pl

p. 67323, ahttps://www.gpo.goflisyspkg/FR-201111-01/pdf/2011-27377.pdf A companon rule issued by the
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confidential information. Some of the resolution
pages?Floorngh.anks with less than $100 billion in a
reduced requirememtad dfiotri odnh,e fporaenisgn banks with 1

assets must file PRe gulmittoerds rheaswel udiisoéfiu spsleadn .f ur t h
If regulators find that aeredabhleéeés {1heypvmmbgteecqde
revise and resubmit. If the firm cannot resubmit
take remedi ati nsctreepass iangga iintsst ciatpi tal and 1iquidit
growth osr; aocrt iuvittiimeat el y Mo d kfi ip $pmldatn si nhtaov er ebseoelnu tfio
insufficient since, tihnec Ipurdoicnegs sa lble gedne dienn 2tOhla3t we
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sanctioned for failing® o submit an adequate 1iyv

Liquidity Requirements

Bank 1iquiadib’yanbkielfietrys ttoo meet cash flow needs anc
cash. Banks are vulnerable to liquidity crises b

FDIC requires depository subsidiaries of banks with over $50 billion in assets to explain how they can be safely wound
down under FDIC resolution.

25 For some entities, such as insurance subsidiaries, other resolution regimes ages/thesankruptcy code.

26 Orderly Liquidation Authority was intended to resolve a firm administratively whose failure posed systemic risk as
an alternative to the bankruptcy procdss: more information, se€RS In Focus IF1071®rderly Liquidation
Authority, by David W. Perkins and Raj Gnanarajah

27 For more information, seRS Report R4380%,Li vi ng Wi |l I s”: The L BeapauionRegi me for C
Plans for Certain Financial Institutiondy David H. Carpenter

28 Chairman Martin Gruenberg, Testimony for U.S. Congress, Senate Committee on Banking, Housing, and Urban

Affairs, Fostering Economic Growtl 13" Cong., ¥ sess., June 22, 2D]lathttps://www.banking.senate.gquhblic/
_cachéfiles/7ea46c040304bbabb90741e36ee1978/156DC39EAAI9E3CAD1EID26D9I80OSEF1.gruenberg

testimony6-22-17.pdf

2% For more information, seERS Report R4380%,Li vi ng Wi Il |l s”: The Legal Regi me for C
Plans for CertairFinancial Institutions by David H. Carpenter

30 For more information, seERS Legal Sidebar WSLG1730e | | s Fargo Sanctionedyfor Defici
David H. Carpenter
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31 For more ifiormation, se€CRS In Focus IF10208he Liquidity Coverage Ratio and the Net Stable Funding Ratio
by Marc Labonte

2Federal Reserve, “Enha federal ReBistebq] g h7240Match ,t2@1d,édtar ds , > 79
https://www.gpo.govfisyspkgFR-201403-27/pdf/201405699.pdf

B0ffice of Comptroller of the CufedetahRegigtertd?, Oatdber 10,atd.i qui di ty
61440, 2014https://www.federalreserve.gmdwseventgtessreleasdstreg20140903a.htm

34 The main difference between the liquidiyess tests and the LCR is that the former are compangnd therefore

specifically tailored for each company, whereas the latter igtiednd standardized across companies.

¥0ffice of Comptroller of the C81FedetahRegistet0b, Jund 1, 2016 aN e t Stable
p. 35124 https://www.gpo.golisyspkg/FR-201606-01/pdf/201611505.pdf
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the rule.
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Ri sk Management Requirements

The board of directors of publiscImpantargaednec tc omp an
behalf of Tsiltalree Holrkequsided pablds cwiyth at least §$1
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implementing this provis,i oenf fwehatniuwesfyoerd 0 by t he Fe
domesticlmdyk@0dwod f o Thfor ail grthbake a lu knwoeriseh & n

$10 billion in assets form a rTh&k colhmmitequited
®Federal Reserve, “Enhancky Remddnai i d nFedRralReDisteBd me nnsg, Ea7 7
January 5, 2012, p. 594, ltps://www.gpo.govfisyspkg/FR-201201-05/pdf/2011-33364.pdfand Federal Reserve

andFed r al Deposit Insurance Corporation, “Reshketleatk i on Pl ans a
Register78, April 22, 2011, p. 22648, https://www.gpo.govsyspkg/FR-2011-04-22/pdf/2011-9357.pdf

S"Federal Reserve, “Singl dgedéral Ragistebt, March 16y2016,rpeld328,atLi mi t s, 7 81

https://www.gpo.gofisyspkgFR-201603-16/pdf/2016:05386.pdf The rule also implements the Basel Il Large
Exposures Standard.

¥Federal Reserve, “Singl dedéral Ragistebl, harch 16y2016,rpeld328, atLi mi t s, ” 81
https://www.gpo.golisyspkg/FR-201603-16/pdf/201605386.pdf
®Federal Reserve, “Enh a frederal ReBisteb3] p. 417240,March®7, 20d4dair ds , » 7 9

https://www.gpo.govisyspkg/FR-201403-27/jpdf/201405699.pdf
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40 Unlike the leverage ratio found in Basel llI, this ratio is based on liabilities instead of assets. It is calculastd as to
liabilities relative to total equity capital minus goodwill. This ratio is inverted compared to the leveragecegtital is
in the numerator rather than the denominator.

““Federal Reserve, “Enh a frederal ReBistebq] p. 240, Mdrch 87t 20idabh r ds , » 7 9
https://www.gpo.govisyspkg/FR-201403-27/jpdf/201405699.pdf
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?Federal Reserve, “Enhanced Prudentisa, ”FSderalRegisteBds and Early
January 5, 2012, p. 594, ftps://www.gpo.govfisyspkg/FR-201201-05/df/2011-33364.pdf

43 Governor Daniel Tarullo, Testimony before U.S. Caisg, Senate Committee on Banking, Housing, and Urban
Affairs, Application of Enhanced Prudential Standards to Bank Holding Compditié8 Cong., ® sess., March 19,
2015, athttps://lwww.federalreserve.gmgwseventséstimonyfarullo20150319a.htm

44 Many provisions of the Basel 11l Accord were adopted in rulemaking in July 2013. The 2013 final rule does not
include the capital surcharge forEBs. Information orBasel Il implementation is available at
http://federalreserve.gdvénkinforeghasellUSiImplementation.htm

45 The advanced approaches rule is a more complex, sophistedterules that apply capital requirements to the
activities undertaken by primarily by large banks.

“Financial Stability Board, “Policy Measures to Address Sy.
2011, athttp://www.financialstabilityboard.orglblicationsy_111104bb.pdfThe identification methodology is
described in Basel Committee on Banking Ssmenrirvision, “Glob

Congressional Research Service R45036 - VERSIOBN- UPDATED 12



Bank Systemic Risk Regulation: The $50 Billion Threshold in the Dodd-Frank Act

designated -S310Bsb,a n8k so fa swhG@ dc hi m rteh ¢h elhmliquehdr it Setract e s .
several of-SksBehafvoer eUi.gSA’UGS.b st adnlarriegul ators have
Advanced AppSéBcldedfiandi@Gns into U.S. regulation

following: regul ations

e SupplemdatarRagd o .LSLTLR)age ratios deter mine
capital banks must hold relative to their a
of theAdvanmnsetdsapproachesSLIRawhd chhudstmchadtsa
o fbfa | asnhceee tu red&xspps i 1, 2UhIB4a n k r eagduolpatteodr sa
jointhawl woul d-S1 Bqu tame $neR ¢a5t% t he hol ding

h o
S

companynlevder to pay all discretionary bonu:
and a@ %t he deposi ttoor ybes ucbosnisdiidaerryesdl eweelll capit a

20 rég

e GSIBapital SBumrsccharlgguGflleRls t o hold relatively

more dhpint ot herthbhankerm of a c¢common

equity
castref%heecgreater risks that "hey pose to
Ch6rently, the surcOhBgsen doewtp liatess rtud et,he
could dasilgfiafSimBaddatwdoit could increase
rchathgeaht . d5%. The Fed statSldBst hat wunder

uld face a higher capital surcharge than

unt er €3 p 1Bituaf hfike ra. d dtihtei obnp,@a gu h gtsaresd a
final rule implementing a Bppdetliedl ITocobrter
ad vanappdoadameks . The countercyadVanetdbuffer

S o g B

S

uly Rd 1Hs daffeidn al kat begamhiphasdmigt dln surcharg

<
1

i

T «

c

WO

approaches banks to hold more kalpiidgvad t han ot

that finmnancial conditions mtakies tchwer md mtkl o f
s et at zer o, but can be¢'BmedtulSiéeed over the b
countercyclical buffer has not yet been 1in
uncleddkledw i1t 1s that regulators would rai
circumstances an increase would be triggere
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rule implementing W. STLIAGs reamditrteanedtS foper at i

of fosSdiBgfnfeGtive at tHRhe erguln@Smdg wifr s0 1 9

Me t h o d oCbnsuitative ' Documenduly 2011, ahttp://www.bis.orgpublbcbs201.pdf

“Financial Stability Board, “2016 List of Global Systemica

http://www.fsb.orgivp-contentliploads2016list-of-globatsystemicallyimportantbanksG-SIBs.pdf

48 Office of the Comptroller ofthe Curreny , et al ., “ Re g uHederalRegjstedd,aviayi 12014, Rul es , ”
p. 24528, ahttps://www.gpo.goftisyspkg/FR-201405-01/pdf/201409367.pdf

49 Bank for Internéional SettlementsBasel Il Summary Tablat http://www.bis.orghchsbasel3b3summarytable.pdf

®Feder al R eBased Gapital Gtlidelineskimplementation of Capital RequirenfentGlobal Systemically

I mportant Bank HoRFederanRegistetbm Augusti14, 2015, p. 89082, at
https://www.federalreserve.gméwseventgresshcred20150720a.htm

"Federal Reserve, “Regulatory Capital Rules: The Federal
Bas el ITTI Count er 8lyFederal Registet&aSppiembed 16, RAil G, @3682 at
https://www.federalreserve.gmgwseventgresshcreg20160908b.htm

2F e der al Tatal kossAbsarhing Capacity, Londerm Debt, And Clean Holding Company Requirements
For Systemically Impdant U.S. Bank Holding Companie®82 Federal Register 8268anuary 24, 2017, p. 8266, at
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th8h0 bil$l5i0ormiaddd*Ene dwmnt iaves e¢dosmpensation rules fo
pursuant -Erank ¢eAddondbdp pihsmowiettlh dbn I 1 ibbyn sifna tawtse t s
with more st r ifnogre nfti meesgulithiledmbeinltlsi o n parnodp 0$s2e5d0 b i 1
by regulation

Should Large Banks Be Regulat
Ot her Banks?

Fear ofi fasbndadaiyagl tbryi ggreer efdd i | dretadh o fgd taorge md n tr ms

prowixde aordinary assistanocactho apr 8eant Stlearfasi lat
during the —fhiemarmcitdl asissirg i on tthoao bidg gteo ffianialn c
ddition tagedanomies st heempescutggel sotnss tthhaatt a firm
l 1 owedr tmartali tHhahardredotutontrerpadti ebse lofe vaee TBTF

tabke government will phelyeishiac wtenhteonw eftrooons tlhoes sfeisr m
i skiness because they are shielddd foomTBHE neg
rms coul & lmawe na afgeen diompared with other banks,
bs% dy.

“ Rt
e

https://www.federalreserve.gmgwseventgtressreleasdstreg20161215htm.

53 Regulatory compliance costs refer to resources and manpower directly expended on ensuring that a bank is
complying with regulation.

54 The Volcker Rule bans banks from proprietary trading and the sponsorship of hedge funds and equity funds. For
more information, se€ERS Report R43440he Volcker Rule: A Legal Analystsy David H. Carpeter and M.

Maureen Murphy

55The use of the tersubsidyin this case is unorthodox because the tigypitally implies a government willingness to
provide the recipient with a benefit. Note also that a subsidy typically takes the form of an exptitpalraent,
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Few cl ariund e chigmd lpapnroennaddt failuresegndmtedcdepbdDn
instihtaved ofnasi |l Ud Bt. hromNghoust a system without a
desirable one, since 71 1is kHoiwse eiemhhacnecgend ari nonanl ¢t o fi
pot e nptrieavlelnpta nfkasop gne t a ki n g ugme w4 ke rthhaazng ktdhre i r s ma |
counterbfirsuccleasgdaull yrvadskewanr dwoeuwludp,cad@maurri ng a
more stable f ilnamictiianlg spyostteenmh iaanld t aixpsawread e X p o s u
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Certain observers are skeg¢tpradecorijcigh eamcea pwl aty o
succedsntulkhye systemic stability athd eflaichi tahtaet t
mo d tatb@gekhaveorgrroewma i neidize hdo Islaaime t er ms since the
Do dHdr anla €eAcitd e nTcBeTHtah abte e n s ol ved.

Soncer 5t aBe¢ pat in general, mobe powde¢eretrpabduecgulbat
i¢dugtbhe role of market discipline, resulting fror
disincent ievhiazvinnhga nrciesdk yprbu denatyir glulhdbd gud at i mnt e d

financial support, or guarantee, whereas in this case, if the funding advantage exists, it would derive from the
expectation of future support ththie governmerttas not pledged.

56 For example,theDodBr ank Act also créatednthet Fordey?lT y( OLAN, a spec
administered by the Federal Deposit Insurance Corporation (FDIC) to take into receivership failing firms that pose a

threat to financial stability. This regime has not been used to date, and hasmianiias to how the FDIC resolves

failing banks. To enhance market discipline, statutory authority used to prevent financial firms from failing during the

crisis was either allowed to expire or narrowed by the Eferdahk Act. The Doddrrank Act prohibitd what

proponents viewed as overly risky activities-Frank banks thro
Act permitted forced divestiture for firms that posed a grave threat to financial stalitither power that has not

been used to datEor more information, s€8RS Report R42156y st emi cal |l y | mportant or “Too
Financial Institutions by Marc Labonte

57 Although this report focuses on banks, enhanced regulation alsosapptienbank financial firms designated as
SIFIs and financial market utilities.
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%Paul Kupiec, Testimony before the House Financial Service:
and Regulation of Bank Hol dbttpsy/fin@neialserviceshousd.gbgloadedfilesf w1y 8, 201

hhrg-114-bal5wstatepkupiec20150708.pdf
®See Art hur Wi I-Fnank ActhA Flaiel addnadequdtelResponsetotheBigTo-Fai 1l Pr obl e m, ”
Oregon Law Reviewol. 89, April 6, 2011, p. 951.

®®Dafna Avraham, et al., “Peeling the OniolbertyBiredtructural V
EconomicsJuly 20, 2012, dtttp://libertystreeteconomics.newyorkfed. @@1207 peelingthe-onion-a-structural
view-of-us-bankholding-companies.html#.ATnELFgi68
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61 This assumes that the regime applies to systemically important banks. If it applies to any banks that do not pose
systemic risk, then these benefits would not materialize from those banks.

62 Compliance costs with stresste are reviewed in Government Accountability Offigdditional Actions Could
Help Ensure the Achievement of Stress Test GNalsember 15, 2016, p. 30, latp://www.gao.gogroductsGAO-
17-48.

63 Assuming that the overall supply of credit remained constant, raising the cost of capital at TBTF firms would reduce
the amount of credit supplied to those firms, thereby increasing the supply of credit available to other firms. Economic
theory predictshat the greater supply of credit available to other firms would reduce their cost of capital.

64 The extent to which costs are passed on to customers in the form of higher lending rates depends, in part, on the form
that those costs takBomeenhanced prwghtialrequirements impose mainlylamp-sum compliance cost (e.g.,

compiling a living will), whereas othersainly change b a n k ’ sfunding cogtsdg.acdpital surchargethat

apply to only GSIBs or advanced approaches bankfianges to margihaosts would result in a more direct
reduction 1in t h-sumtempliance cdsts” t han 1 ump
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asset range and, 1t is c¢laimed, have a tradition
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and mechanisms through which a bank could disrup
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large amount of liabilities would infllict larger
addibdowauwsceh a bank has,ilfarngere xfperdiemg ede ddsqui di
was forced—ofot esne 1rle ffaestsgceetds d ot et agigngsell off c¢o
decrease certain assdthepme tjwws @rdmplteggof howess
cause spillover effects thaobughoaddthyegs tféemiamctdiad

When examknsngttblseirzee si,sv smibasttiammt imdr oss a number

How Many Large Banks Are 0 Tr adi ti onal 6 Bank

Sometimes it is posited that traditional banks do not require enhanced regulaticaube they are not complex.
Figure 2 presents data on the traditional banking activities of lending and degasg of banks witlmore than
$50 billion in assets. It shows that there is significant variation across thesdibaaks range from 6% to ¥8 of
total assets and deposits range from 0% to 91% of total liabilities. Some banksosgtlthan$250 billion
(represented by blue circles) have high shares of loans and deposits (those in the top right portion of the fig
whereasothers have low shres (those in the bottom left of the figure). Banks in the $100 billion to $250 billio

For a discussion, s eModify WhoIsSubject to bnhanded Regulatio nt i t 1 e d

66 See, for example, Deron Smithy, testimony before the Senate Banking Committee, March 24, 2015, at
http://www.banking.senate.ggublicindex.cfmFuseActionFiles.View&FileStore_id44d286e9c504b96:87cf-
fe999112550f

67 Staff of the International Monetary Fund (IMF), The Bank for International Settlements (BIS), and =S of
the Financial Stability Board (FSBjuidance to Assess the Systemic Importance of Financial Institutions, Markets,
and Instruments: Initial ConsiderationsSB, IMF, and BIS, Report to the Z® Finance Ministers and Central Bank
Governors, Omber 2009, pp.-8, athttps://www.imf.orgéxternalhp/g20/df/100109.pdf
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asset range (red circles) vary greatly across loans and deposits. None of the banks in the $50 billion to $10
range (green circles) are highly nontraditiooalboth measures, but some are less traditional than a few of the
largest banksThese variations suggest that $50 billion is not necessarily the best thraskiwddgoal is to apply
enhanced regulation tonly nontraditional institutionsHowever, it abo suggests that regional banks with
traditional commercial banking businesses cannot necessarily be identified by simply establishing a new, hi
threshold, as certain smaller banks have relatively low shares of loans and deposits compareairidareper
banks with high shares.

Another way to define traditional banking is by legal charter. Fed data indicate that 33 out of 37 bank holdin
companies with more than $50 billion in assets at the end of 2015 were registered as financial holdingesm
which allow them to own subsidiaries that participate in a wider range of nonbank financial activities. By thig
measure, arguably four banks with over $50 billion in assets are engaged solely in traditional #anking.

Figure 1. Size and Selected Activities at $50 Billion+ BHCs
(as of June 30, 2017; asset size represented by bubble size)
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Size 1is notenthicabndtvanpagh cwh o kdhids fupancial
st abRleigtuyl at ors have developed certain methodol o;
importance. A promémnlkad Esxadupdeéednidse ttehrenhi ne wh

68 Federal Reserve et aRgport to Congress and FSOC Pursuant to Section 620 of the ¥adl Act Septembr
2016, athttps://lwww.occ.goviewsissuancesliewsrelease016hr-ia-2016107a.pdf

69 Statement of Richard J. Herring to U.S. Congress, Senate Committeelangg&tousing, and Urban Affairs,
Examining the Characteristics of Banks That Make Some of Them Systemically Impaga@ong., 29 sess., July
16, 2014.
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e Compl eBaintkysy di ffer substantiagddaoe ratcarions s t heir
activities could make themhmygmperdr nlcesds ris k)
distress or failure, more ormi'™asylikely to «
large bank organizations are engaged 1in numert
securities trading, insurance, swap dealing,
issuance, mearnodlaemtrimagnlkindg,settl ement service
ot h'@Trhse.s ei taicetsi vimay not necessarily be systemi
business lines could arguably make an indivic
may warrant additional regulatory scrutiny bce
traditional prudftotiadmmergailalt obaynlmiondg land i n
number of markets and activities through whi
systemic event or Csopmrpelacdk istyys tiesmince arsiusrke d i n m
ovehceount ede@d @V,@)xlieweesl 3) (ais.set.tr,a diilalgidgaunidd
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o Croduri s dAccttiindéent yur ed-j byi sdossional c¢claims and
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The score is a owhkigdhdedlk distheteictagtfi an gl obal a
i ndi geaxtporress sed in basis poimft smoAd Pt iass dict

°The method 1 score was developed by the Basel Committee on Banking Supervision for ansaiofi@SliBs

published by the Financial Stability Board. The Federal Reserve calculates a method 1 score for institutions above the
$50 billion threshold for the domestic application of Basel 11l requirements that apply onl$BsGThe Federal

Reservealso calculates a method 2 score. However, the underlying data for certain components of that score are
estimated using data collected through the supervisory process and so could not be reliably replicated by the authors of
this report. For information olnow G-SIBs are regulated, see the section alemigled“What Other SizBased

Requirements Exish BankRegulatior?”

71 Staff of the International Bhetary Fund (IMF), The Bank for International Settlements (BIS), and the Secretariat of
the Financial Stability Board (FSBRjuidance to Assess the Systemic Importance of Financial Institutions, Markets,
and Instruments: Initial ConsiderationsSB, IMF,and BIS, Report to the-20 Finance Ministers and Central Bank
Governors, October 2009, pp82athttps://www.imf.orgéxternalhp/g20/hdf/100109.pdf

Nicola Cetor el |SameNanrhe, [Sew Busiaekssess Evelution jn thé Bank Holding Company
Federal Reserve Bank of New Yotkberty Street Economics Blp§eptember 28, 2015, at
http://libertystreeteconomics.newyorkfed.@@1509/amenamenew-businessegvolutionin-the-bankholding
company.html

73 Staff of the International Monetary Fund (IMF), The Bdokinternational Settlements (BIS), and the Secretariat of
the Financial Stability Board (FSBRjuidance to Assess the Systemic Importance of Financial Institutions, Markets,
and Instruments: Initial ConsiderationsSB, IMF, and BIS, Report to the Z® Finance Ministers and Central Bank
Governors, October 2009, pp.-16, athttps://www.imf.orgéxternalhp/g20pdf/100109.pdf
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Examining the U.S. banks with more thaas $50 bill
seeflabhk ght banks e xc e thde tahemsottl 301 wWthe eshmb edr, and
half have a scormclddileg sal thaa$f t1dfthoab ibladnikass sweittsh
Some relatively large banks have low scores. For
at the end of 2015, but a score of 20. Conversel
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t hat si zewealllo nceo rirsseylsndottend cwa tmthb oma @ nales o support a
t htat$¢50 bi 1l lion threshold is set too 1ow.

Table 2. Size and Systemic Importance Score
(as of end of 2015; dollar amounts in billions)

Institution Name Total Assets Score
JPMorgan Chase & Co $2,352 464
Citigroup Inc $1,731 430
Bank Of America Corporation $2,147 345
Goldman Sachs Group, Inc $861 252
Wells Fargo &ompany $1,788 250
MorganStanley $787 212
Bank Of New York Mellon Corp $394 160
State Street Corporation $245 148
Northern Trust Corporation $117 56
HSBC North America Holdings Inc. $272 44
U.S. Bancorp $422 41
PNC Financial Services Group, .Inc $359 34
Charles Schwalorporation $184 25
Deutsche Bank Trus€orporation $54 23
Capital One Financi&@orporation $334 20
TD Group Us HoldingdLC $267 18
American Expres€ompany $161 15
BB&TCorporation $210 14
SunTust Banks, Inc $191 14
BMO Financial Corp $126 13
Ally Financial Inc $159 13
MUFG Americas Holdings Corp $116 11
Fifth ThirdBancorp $141 11

74 Board of Governors of the Federal Reserve Sys@atibrating the GSIB Surcharg&Vashington, DC, July 20,
2015, athttps://www.federalreserve.g@boutthefedioardmeetinggkib-methodologypaper2015720.pdf
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Institution Name Total Assets Score
Santander Holdings UShc $128 10
M&T BankCorporation $123 7
Keycorp $95 7
Discover Financigervices $87 7
Huntington Bancshares Incorporated $71 7
Regions Financi@lorporation $126 7
Citizens Financial Group, Inc $139 7
BBVA Compass Bancshares,. Inc $90 5
Comerica Incorporated $72 5
BancwestCorporation $95 4
Zions Bancorporation $60 3

Source: CRScalculations, using Federal Reserve data reported on FeB@.Y

Note s: Charles Schwab is a thrift holding company, and is not currently subject to enhanced prudential
regulation.Four intermediate holding companies listedTebles 1 and 2 are not listecele, because they were
not required to participate inG-SIB scoring in 2015.

Howegéewven uncertainty about the relative 1mport a
indicators that comprise the scoraen oidit gilise eus e f ul
iany individual acti.TabIFieltlhuastt rmmatkeess tuhpa tt hseo nsec obrae
aggregate scores neverthelessthadeneisndihwi doealli ainn
value for thFergeasampdbét, bdnke. bankshawviet ht hargeger ¢ g a
times the fnoerditahne vuanldueerSwmmiitliamgd yi,-ad heasagomda agl ow

banks with highymemdesnt daetvied-np 8r iasmdpdtsi,o manld icmr disc
Overall, 1t8h tbdaan&kss thlheveme di an vabndabibs maveiple
thtdenes the median for one indicator. Two of the
indicator have IltosalkkfantSeBO® nli khtomsimaccuratel
with systemic 7riski nbeasnskisvht uie st hbiedlandve 1 yh ¢ hme dt e
for all of the 1ndicaltforas hairgeh esry smuelntiicpallel yo fi ntphoer
chostenidentify banks that playTobhdtesffiewdr rbdeks in
would qualief,y.1i fFolr0 etxiamepsl t he median value were

wourthedet that thresho,hdibiann kieutmtoeulldet cahegoeieastecg

Table 3. BHCs with Three Times the Median Value in Individual Indicators
(cell s marked wit h 3rtiedmediansbe keyin netesvolull indieatoanbmeps e a s t

o s TA
Institution Name TE 1A IL o P AUC u oD S L3A XJC XxJL Score
JPMorgan Chase & Co X X X X X X X X X X X X 464
Citigroup Inc X X X X X X X X X X X X 430
Bank Of AmericaCorporation X X X X X X X X X X X 345
Goldman Sachs Group, Inc X X X X X X X X X X X X 252
Wells Fargo &ompany X X X X X X X X X X X X 250
Morgan Stanley X X X X X X X X X X X X 212
Bank Of New York Mellon Corp X X X X X X X X X 160
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Institution Name TE 1A IL g P AUC U OD TQ L3A XJC XJL Score
State StreeCorporation X X X X X X X X 148
Northern Trust Corporation X X X X X X 56
HSBC North America Holdings
Inc. X X X X X X 44
U.S.Bancorp X X X X X X 41
PNC Financial Services Group, .Int % X % 34
Charles Schwalzorporation X X 25
Deutsche Bank Trus€orporation X X 23
Capital One Financi&@orporation 20
TD Group Us Holdings.LC X X 18
American Expres€ompany X X 15
BB&TCorporation % 14
SunTust Banks, Inc X X 14
BMO Financial Corp X % X 13
Ally Financial Inc 13
MUFG Americas Holdings Corp 11
Fifth ThirdBancorp X 11
Santander Holdings UShc 10
M&T BankCorporation 7
Keycorp X 7
Discover Financiéervices 7
Huntington Bancshares
Incorporated X 7
Regions Financi&lorporation 7
Citizens Financial Group, Inc 7
BBVA Compass Bancshares,. Inc 5
Comerica Incorporated 5
BancwesCorporation 4
Zions Bancorporation 3

Source: CRS calculation, based on Federal Reserl® Wata.

Notes: Four intermediate holding companies listed in Tables 1 and 2 are not listed here, because they were not required to
submitdata for GSIB scoring in 201%harles Schwab is a thrift holding company, and is not currently subject to enhanced
prudential regulation. Four intermediate holding companies listed in Tables 1 and 2 are not listed here, because thely were no
required to participate in GSIB scoring in 2015.

Key: TE= Total ExposureslA= Intra-Financial System Assglis= Intra-Financial System Liabiliti&0O= Securities

Outstanding P= PaymentsAUC = Assets Under CustodyJ= Underwriting OD= OTC Derivatives TAS= Trading and AFS
SecuritiesL3A = Level 3 AssetsXJC=Cross-Jurisdictional ClaimXJL= Cross-Jurisdictional Liabilities

Congressional Research Service R45036 - VERSIOBN- UPDATED 23



Bank Systemic Risk Regulation: The $50 Billion Threshold in the Dodd-Frank Act

Legis lOpttives

Fed offiocimelrs RepresenftandvorfiBttiheFer P o't air ¢ ,

called for aotharghétahéehghshohdld withbat alternat
onsensus has emer ged oOvtehre rwsh ahta vseh ocualldl etda kfeo ri tesl
nhanced.TrheBeuwlaarttimem t &f Jtulnee ePrbatals e gyl o pry rel i
anksia(fhttedrree, Tr e a S‘maecyo mmemd st )t hat Congress amend
hreshold under FSaeaki 6dorl 6hecofippPpbddation of enha
o more appropriately tafiilloe dthebanl Thhmiddirndg o om
doescomttaispeci fic proposal ®for how it should be

-+ o o0 o

This section revidwsh pramykbjseadits t® adlhaemcevdh regul
islative proposals that nvhoaunlecde drevi se or
n, such as stress tests or living wills

Status Quo

If Congress does mnot act, the Fed (at the recomn
existing thresholdoatréfoabytihft mbhodbsdofrai sel yt,
howeverd,o astof gmncertain enhanced droeegsu Inadthoerayl lporwo v i
Fedchtaong$es50t hbei 11 i onaphtebthpldnfiong Feldugqusdresg sre
testis,k managemeamdr fr @agud casmstmai thtes ,r equirements 11 s
the sectfPamvdaThtaiotnlded Tr i g g eFrienda nicni aRle sSptdanbsiel ittoy C
Ho we vteartaultteo ws t he Fed ftor rradssel tthieonn hpleasrhso,] der e d
repZ)gan2dS,%oncentrfota'somé“lk)sﬂrmdssdiscretionary aut hor
additrieqmalr ements that theSthettd hass on ote qeuxi errecsi st ehde
maintain a $10 billion thr ersulnolsd rfeosrs rtiesskt croengqmuiit:

The Fed also has the authority tfoort aiinldorvitdhieala pp
banks or groupshefisbaglhigenbygsotl npagawlimtkimbar of
rel atedT hfea diRaesdr atl s ielaaddryed t he application of a nun
requirements, as discusWeat i Ot-BdoreB8icRdedquinr abhowvts
ExiisBta Rke gul?ati on

“Governor Daniel K. Tarullo, “Departing Thoughpritd ,” speech
2017, atttps://lwww.federalreserve.gmgwseventspeecharullo20170404a.htm
Harper Neidig, “Barney HFrramlke HlldNaiember 20, RO16, attp:khehill.coami Do d d

policy/financebankingfinanciatinstitutionsB06906barneyfrank-admitsmistakein-doddfrank

7 See, for example, Opening Statement by Chairman Richard Shelby, U.S. Congress, Senate Committee on Banking,
Housing, and Urban Affairdyleasuring the Systemic Importance of U.S. Bank Holding CompdniésCong., #

sess., August 23, 2015.

8 Departmentf the TreasuryA Financial System That Creates Economic Opportunities: Banks and Credit Unions
June 2017, p. 12, attps://www.treasury.gopfes-centerpressreleasefdocumentsh%20Financial%20System. pdf

7 The DoddFrank Act seems ambiguous on whether the Fed can raise the threshold for resolution plans and credit
exposure reports. Section 165(b) lists them among the general requirements that must apply to banks with more than
$50 billion in assets, but S#an 165(a)(B) allows the Fed to raise the threshold for certain requirements, including the
specific requirements for resolution plans.

80 Statute requires some concentration limit on banks with more than $50 billion in assets, however.
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Eliminate the Threshold
h

Another option is to regulate all banks similarl
with el i minthatnicregl trleegul atory requirements or sub
requirements. An ex aBRmpil2teOhDedf fC otnhger efsosr, méwehviecsh wo ul d
repeedda t Land Titl e -Firla)n kWGdActth€o Dgdess to repeal Tit
would still have broad authority to apply pruden
factors. For example, stress t echset sDbofidadm k1l Ac ge ban
requirements.

J

Thefficacy of enhanced rdeegpuelnadtsi oonn fwohre tah esru bosneet boe
size (or another attribute weslyls tceomirce lraitsekd. wlift ho
believes thats spyrsitmamriicl ¥ afsdkot m sepmei ceisf iocr attribut e
bank runs, then there is 1i t%Ilne tbheante fciats ef, r ol ne ghiass
could apply specific enhance dAlrteegrunlfanteovreyl yp,r oivi s i
believes that s osmenisquubes erti sokfs -pbaasnkkesn rpsogtielme e chal d d
those risks, in 1ts butpmwaposalas et o rmadidfey iotn.e o

Modify Who Is Subject to Enhanced RegHt

Anumber pr wpathads fy who is subject to the enhance
could be done bys raasisseitn gv atlhuwe ,t huwseisrhgo lad di fferent
a threshold, switchimygafeothesaighntsbal grboecsasscas
commation of proposals.

Proposals to modify who cdan stuebjewal wtat eech htayn cceadmpr
and benefitsarThmoe¢eipnopds bls cbhoannckewmuntshet hht ns ome
$50 billion do not eplosa ¢hset smictArinBalanbkisdles ewmg s t 1
Mo rTha S$BIO 1

Siysnt enMmpadil ynd? do not benefit from a pc
arTeBTF that results.lifmaaikessnotvepowekipahbomge r i
percasvdBTtFhdemaeifnt of enhancpdesdgmt aits osmu b jse mt
unnecessary costs without any offsetting benefit

Alt hewghemic risk mitigation 1is tthheer @mhanianme pur pose
potemdanafliFi sy st, enhanced t¢§ultahintt o’shf abicalunlkdde r e duc e
woul d rtassxwplatyeirn exposure oo &EDdaolullass,s tth&ance 1 os s e:
government |l ost money on TARP investments follow
institutions (such as Avlhliyx hFihmadn cbiealweamd $GIOT bGrl d
billion iad thosuegths they wedd yna mipSeeircdoanadd, . aas mnsiydsstieznei
banhditd not pose sngvecmphe s daulkotocwild zed or sect «
disruptions to the availability®Ffnettgjtsamd th

8lpaul K u pystemic Risk‘AlDoddFrank Fallacy? American BankerMay 5, 2017, at
https://www.americanbanker.coopinionis-systemierisk-a-doddfrank-fallacy.

82 James Bar h , Testimony before the House Financial Services Com
and Regulation of Bank Hol dbttpsg/fin@neialserriceshousd.gbgloadedfilesf w1y 8, 201
hhrg-114-bal5wstatejbarth-20150708.pdf

83 For more information, seERS Report R4341& 0sts of Government Interventions in Responsest&ittancial
Crisis: A Retrospectiveby Baird Webel and Marc Labonte

%Daniel Tarullo, “Rethinking t h thePederakReserve BAnk of Chicagoi a1 Regul a-
May 8, 2014, ahttps://www.federalreserve.gmgwseventspeecharullo20140508a.htm
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have arguendharnmcead sprmed cenle .imils kk eqgeummibtimteefiect s i s k

of fsi ceparpusanh y e ss e p © sodoad) traimgalmemr act i ces-that any we
managed firm should appl® in the interest of sha
There is also concern that enhanced regulation p
on banks closer to the threshold than the 1arges
relatively fixed complianceofcotshhes eamhamnccead erde gwii m
as living wills, risknmegangomanente,] caned t st onds ¢ htee g
already been tailored in an effort by the Fed to
One s-ocdmnd benefieshodtldetelagivhbythow is that i
hazard. Afccromedri nlge ¢ oGbavreubyloss,e Da nngl t he threshold
standards at firms with assets of at least $50 b
bel i ecvrei bdeess a TBTF fir m, Congress has avoided th
firfRroposals to decrease the number of firms su
the perception of a list of TBTF fir ms.

Raise the Asset Val ue

Congress could decide to raise the nulmeric thres
2014, former FdBrGodveorsarggb%Foerdne$r1 OROe pbrielsleinotna.t i v
Barneyr Fpamtkedly suggested raisdingdéfhenghieshold
Nat i BenoanloG@oiuecnDiidect or Gary Cohn reportedly sugges:

billion (*Hirgehplra ¢dihmwrg sihto)l ds have also been prop
some hybrid meAnhyo dt h(rsceseh obl2d bawbhpor bk re @t Woapdur e
all o$SIBhe G

I f Coakosessto raicoudldlesnd fr Sekolidn 165, througho
throughoulRr amk Appdofdira mor. Aldetrankts yvel y, Congre:
provide the Fed with broader discretion to raise
%Si mon Johnson, Testimony before the House Financial Ser vi
and Regulation of Bank Holding Compa®iyi F I s , ” Jathttps:/fiRanciaBeaivices house.goploadedfiles/

hhrg-114-bal5wstatesjohnsor20150708.pdf

8%Daniel Tartuilng,S ysRteegmilcaal l y Important Fir ms,
https://www.federalreserve.gmdwseventspeecharullo20110603a.htmAccording to the Senate report to the

legislation that would become the DeBdr a nk Act, “This graduated approach to the
prudential standards is intended to avoid identification of any bank holding company as systemicallf sigc a nt . ”

S.Rept. 114176, p. 2, athttps://www.gpo.govdtisyspkg/CRPT111srpt1764df/ICRPT-111srpt176.pdfSee Michael

Barr, Testimony before the Senate Banking, Housing, and Urban Affairs Committee, July 23, 2015, at
https://www.banking.senate.gpublic/_cachefiles/d091748e91e4439a9362aad27d4f8alc/
23C6AE00CC53D93492511CC744028B5E.barrtestimony72315Tpéf Clearinghouse argues that the $50 billion

threshold was origally chosen because that would be the threshold for banks to be subject to any supervision by the

Fed in the original Senate bill. The language stripping the Fed of its regulatory authority was deleted during the

legislative process, but the $50 billionh r ¢ s hol d remained. The study argues that t
choice of $50 bhillion on the grounds that institutions below $50 billion did not have significant nonbank operations, not

because they were systemically important. I8ges://www.theclearinghouse.orgsearchiankingperspective2014/
2014g2-bankingperspectivesection165revisited

%Daniel Tarullo, “Rethinking ¢t hetheRddenal Resefve PankwfiChicagoi a1 Re gul at
May 8, 2014, ahttps://www.federalreserve.gmgwseventspeecharullo20140508a.htm

8Harper Neidig, “Barney HFrramike HlldNaiember 20, RO16, attp:khehill.cami Do d d
policyffinancebankingfinanciatinstitutionsB06906barneyfrank-admitsmistakein-doddfrank.

WABA Banking Journal, “Top TRluump fAdrv iNew Hihlt sThrte SROI0d ,b’1 1
at https://bankingjournal.aba.coB®17/10top-trump-adviserhints-at-200-billion-plus-for-newsifi-threshold/

”

Speech at th
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requirements HFoamd& Acgoft htehne® o6cduwdrdr e n ta bsowkelste t e nu me
would then depend on the Fed to decide which, 1if
I f policymakers believe that bank size 1is 1in 1its
then a nbhmeshohd is the best approach, although
appropri aCtoen sremmbuesr .on a revisedmomige otthhéeed it hihigs
lack of a mnatur al Jburseta kapso itnhte rien atrheee bdfarftlas j ust a
billion thresvthodanhksg hjewset aadBbtddWe band iboenl, o 150 bil
billion, and $§RR2éaddittlioeomalt assets of individual
fluctuat,e douvee ri nt ipmper t ft ot fent ors such as 1in

Even 1if size is mnot the onl yidet drsmian amutc ho fs 1 smypsl te
transparent metric than some alternatives discus
correlated wit h—ssoy sttheanta lcg oi kmipeoymt lach cehoose a t hres
apply enhanced regulation to too many firms abov
important and did not leave out too many firms b
i mpo+ttné¢oul dg osoedr wer oaxsy at hat was easy and i1inexpert

Criticbhbaoddstiheesholds arThekppesiemde odf tthdaskcrij
htehreshold couhdddriretduoct beba v hoaokkestdi fosineli ehy y
oothe pus pienpgn dtelfehr e Akdlidg Comptroll eNootftikhe Cur
rguedort hmitdtuzeée omssti he thepshoddt apprbachi er t «
ecause, above that l ine, ceo nepfl fieacntc ei sc otsot sd irsicsoeu
ompetition with™ he largest institutions.

n adwmasnyomconomists believetohatbti”gheaetambhycarp
roblem of firms that are too compltéhx or too int
omplexity and interdependence, but nd&Areper fectl
AlBanwkistMo rTha $BS 0 ISiyosnt e nfimpad i%nft s i ze is not perfec
correlated with systemic risk, 1t follows that a
thesaad onlfHitmosthat are systemically important
ie
]

oo = O e Hh

firms thkystamecmnddly impor atvvei bustesomeo fiowms t1
systemically important 1if et too high.

Replace with a Different Measure

f size 1s not well correlated with systemic 7r1is
onsider remluane mmega sflubraewi t b bet (Thi scoptdoat edul d

he automatic natuy ¢opso fd itsheeu schirdrranxtt tshaetsihod ,d de
e guljautdogrmaanut omd ttieed nat i ve otthernetsihaollldy cbosourlrde lpat i ve
ompCeafting a detaillickdenlvvod meple t heht g pleolod t echr
ecisionmaking dbiteeghfeo nlgerd ssr wHOQd@ to work out i
ulemdkengormula based on 12 metrics (with dif
ir ms-ShBe alh e x anmpcloempolfe xa numer i cal indicator (
b

I
c
t
r
c
d
r
f
above ©¢AmrtkiBalnokdstMo rTha $BY 0 ISiyosnt e nimpad il Nmott?a b1 y,

9 Testimony of Keith A. Noreika, Acting Captroller of the Currency, before the U.S. Senate Committee on Banking,
Housing, and Urban Affairs, June 22, 2017, p. 1bttgis://www.banking.senate.gpublic/_cachefiles/bdb9805d
8dd84685918b:5ab10647fc1a@8892DOEBFIBA7162C10C14EEB75D11C.noretkatimony6-22-17.pdf

9% In addition, the Office of Financial Research presents dataike and systemic importance are not perfectly
correlated irSize Alone is not Sufficient to Identify Systemically Important B&iwwwpoint 1704, October 2017, p. 8,
athttps://www.financialresearch.gawwpointpaperdiles/OFRvp_1704_SystemicallyimportantBanks.pdf
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the eSIgBs WGnder this metric ard hmotsitxhd aaigght , ]I
two oAhthéethghvalue 1 sighttS.t obadnekssi gwniatthe t he hi gh
currentSIHyB fpaurr p@ses, itpodewmltd add ys eeta pltaawer mtoa e
ei flotr domesfic purposes

Replaca Wietsh gnation Process
I f

ot na nat-b wraassee (boansgicsoe.s b d consider whether or no

gthe LISCC portfolio, the Federal Reserve

a
u
a
dinatiAc€ommi hgtieno dRatreuwrlmion,i ng which banki
n
em posed bssiizedihwaisd malt fbierems t he dispositiyv
e

he-amrdo caefsosciamdge d bank hol ding companies th

T B0Q CO """ 0 50 /B
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s could mirror thefoerxissytsitnegmideaslil ggyn ai tmipoonr
al fir ms, or create a differenhhipdsecess.

gr e

anc

e o

t er Coorn gwoerssfsa ew otuhled dvéhceit shiean aofdesi gnation pro
uld incl v’hd lontlhye thhemkFed, regulators, or all

t e ma nnye ntbhearts of FSOC do not have banking exp
ios that many large banks have satbosutdi aries

cthher members of FSOC are experts.

atdphPgraas e desi gwounuidnlpmotesesnhanced regulati
e systemicocmarxiismk,z itnhge rtehbe benefits and mini mi

oHT = g0 —®uno<dhA T T—uo Mo T
O oA BTS00 =0
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atvhseer ¢ 1is no definitive proof that a firm is
distressed. Designation is inherently more subje

t
P TheoFed has also claskaifgedan®o¢thmpl sxet of

]
i
f FSOC members and mesgtvimglhidm thdtto Tpewsm

P
e
t

0 quantitative measure Iniontehse rup ewe lsll awiitvhe soy
d be to replace the numericaalSfsybhtemhodldl with
T

t

as a minimum size, bel ow Nwhtiachht ydFeestli ghnaast i o n
dy voluntarily identified 1 arge boapmkoss eads sy
lepma bor g s . Currentl]l ySI B2 dmd k] BB8r aiogne s@ i c
ting in the United'sSfTarge)last¢tisupeoni Sageb

n
h
e

banking organizations are hotgdm bdladnpors
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e
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re is no guarantee twoaulads yotremicedlyl y dempoft &

C

leadership changes, standards and viewpoints on

woudlds® morceconsiumei ng -and enbkadwmead t hFroers hfoSIOfMp 1 e,

de s i gfnoautre dnSoInkblash ki tnthirresed nyde amosmaen dssirndc e existing
The n odnebsaingkmm ¢ ¢ @emet hpas o v e nt hsrteacb loeu,t wift f our ST F1I
designated so farhe Fdeestihgen actaisoen orfe sMelttleidf ef,r otm a

92 Shortcomings with this measure and alternative measures are reviewed in Office of Financial Rizeaktdg is
not Sufficient to Identify Systemically Important Bankswpoint 1704, October 2017, p. 9, at
https://www.financialresearch.gawéwpointpaperdiles/OFRvp_1704_SystemicaliyimportantBanks.pdf

93 A number of other foreign <51Bs operating in the United States are not classified as LISCC banks.
94 Seehttps://www.federalreserve.gmgwseventséstimonytarullo20150319a.htm

9 Large and complex firms afBHCs or U.S. IHCs that (i) havaverage total consolidated assets over $250 billion or
(il) haveaverae total nonbank assets of $75 billion or more, andafi@)not LISCC firms. See
https://www.federalreserve.ggublicationsfiles/201 7-dfag-methodologyresults20170622.pdf

%The Fed already in effect designates firms as “large and
for supervisory purposes, but not for the application of regulations.
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nt |l y Tuhnudse,r daepspieganla.t i on would open an avenue
l repdegl ipmiancacnefisdésyf mlo n b anks

cu

h a

I f the existing addcrsiitgincast iwenhiprwecesassaspshaeanmtghenoug
FSOC modified the process—andidoesanottprnavpdeecd
firms enough opportunity to address the reasons
I mportant .

For opponents of enhanced regul atipear,ceaptpiaartsi cul
that the large fi.r misf ssuob,j escotmet owoiutl da rvei eIwB TdFe s i g n
systemically important as anmeiihaeEPBHdrcabty si gnal
increasing. moral hazard

Hy brQpdt i on

I f Congress could clearly identeirfayshss osngs bamkes as
importance of other banks was | €msrehtamarkehybr
structure illustrattherwhurthicaurmamoebdeg Stihalmwc baa ks
trillion aidnd iatsiscerk asipowritetw®tOh &8n t r i 11 i on in assets, a
with $0.5 tril PUndeort migsheeprichpamdmhttsomatic desi gt
for banks thattmaadtndsdd mdisndoitmpwao¢ul d be -bsyubject t o
case designation process.

A hybr iwo wlgduicrosno me of t he drawbacks associated w
(@stliness, sl owness) while maintaining the bene
systemically 1 mport adiets if gsmAnitst, o omhsgshu nwionugl da,c ciunr astoem:
sense, Dbt tdfe Biott hwovmolrd dsogt avat dosmemefefi thei gm,
only regime, such as the possibility that design

H. R. /S33 113 d automatically subjectSIbBaonks that h
enhanced Trheeg ublialtli omoul de 2l g phwet shEmbkdcted

regulation if they coul PApoh€oghthssatdoes fiphano
the overalls shwdgeotf, tthlkee Fleidl 1 requires the Fed t
“within the limits Aeffortdd ngxitotiCB®,re¢heubadd wou
spending by S$fHd3ymadd ibacowsa itte would increase t
bank failures that would useeceFPhGesedbyu$bdds mildi
l9ears through higher WWeposit insurance assess me

Sectiof. d4wloudfd automatically subjectSIbBasnks t hat
and bamlos ewit2tlthdn bi 1 1 i on in assBanhkstwiehhbontwdene
billion and S$swS@mIbWi Isltiidd ibre assusbg teacnttdhteo Feuper vi s ¢
would have diostchrewrd 1 ondt ofl mpmpd yvii s 1 SaAptpieopnd i 1x6 5 ( s ¢
to thesict bwmklsd igdromote finatiscisalf esttya lainldi tsy umrd nte

97 Financial Stability Oversigh€ouncil (FSOC), Supplemental Procedures Relating to Nonbank Financial Company
Determinations, February 4, 2015 h#tips://www.treasury.goiritiativesfsoctesignationddocuments/
Supplemental%20Procedures%20Related%20t0%20Nonbank%20Financial%20Company%20Determinations%20
%20February%202015.pdf

98 Seehttps:/www.ffiec.gowicpubwebhicwebHCSGreaterThan10B.aspx

99 A similar bill in the 114 CongressH.R. 1309 would have assigned designation power to FSOC instead of the Fed.

100 Congressional Budget OfficEost Estimate foH.R. 3312 November 13, 2017, attps://www.cbo.gov/
publicationb3317
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Banks with assets between $50 billion and $100 b
regulation, except fot.tHherbsklcowmmidt makeeqguairt
regime mandatory iTnhset ebaid 1o fwoduil sdc rael tsioo nmaarkye. ot her
individual provisions of the enhanced prudential
Currently, eight banks headquarterSdBsy taheoen@gnit
with certain foreign banks that-ShByecadtle §t hoper at
l argest alndS.a cbcaonuknst for al adnof$$50h8ebb,hhtkietn wti heh a me
ot he( wihcwho eSI@Bs because t herya nabrmee wehuasftSobdoywebra n k s )

Members of Congress have been conwkrakdi ¢ hat t he
internationiad | syu me rFsBeOdCia ndge dpi hgenBadsisod i 0% U. S . l aw

Another co@SIeBsn airse tdheasti gnated bagslecodiadantchaidr i m
systecem,eeamwslhanced regulation 1id.Bfooanedadbnsiympemta

Provi d@f fa nR’aOmipi & n

Capital allows banks toaadbdsbanbhkkossesreoguhoed f a
so thmget minimum levels of certain calgulated
whicdmpgarpital to assuates oforanginetmhes )maadyg ust t he
of balance sheet items basHe R.walullach prsaviimbhe i on of
depos ot otmyipéess i @ theéh t imnaeidn taa 1 0 % wietviio fadng, duanmndpet ri o
which they woul dt movdwminges baenlkiubg ecdedgul ations.
incltwdeent capital and liquidity requirements, T
capi trailb udiisotn s, tahmd fre ¢ g wil mggitacinnsst t hreats to fina
As a ‘oddulbtamk smowriet HtSHabdi 1 11 on in assets would n
Ti t'deenhlanced reghdsuadli ohl anpdnobudpmigdmigsrepe

banks

Traditional banks would hadHrR.o Mbenettr aad i1t0i% nl aelv ebr
would have to meetvar agd& asalpipg hecenre nsttaarayd alred t ha't
bal asnvhceeet e x pldaiscutbasl 1 de f isn etsh otsreanddvihthit canhanlv gb aamkse t as
liabilities; do not engage 1in s wapwaexcetptl inter
not ieoxnpaols ur eo fods s wtalpas® $8 billion.

s the financial system has become more complex,
uch as enhanced regulation, have made the regul
hat thisikpdryoaohobiasckfire and simpl®Offftgul atior

101 As of the second quarter of 2017. $¢ps://www.ffiec.gowicpubwebhicwebHCSGreaterThan10B.aspx
Hon. Jeb Hensarling et al., “Letter to Secretary Lew, Cha

103 Adapted fromCRS Report R44833he Financial CHOICE Act in the 115th CongreSsiected Policy Issugisy
Marc Labonte et al.

104 This part of the proposal parallels a 2015 proposal by Thomas Hoenig, Vice Chair of the FDIC, to provide
regulatory relief to “traditional?” bankBbatregulatoryretied i nt ain a 1
under Hoenig’s proposal would not be available to nontradi
regulatory structure based on activities (traditional versus nontraditional) instead of size, although the two mostly

overlap. Hoenig goes on to suggest specific regulatory requirements from which qualifying banks could be exempted.

The only enhanced regulation that is included is stress tests. According to Hoenig, no bank with more than $100 billion

in assets would qualifgs a traditional bank. See Thomas Hoehgym Sheet of Regulatory Relief Recommendations

for Traditional BanksApril 15, 2015, ahttps://www.fdic.govaboutlearnboardhoerig/reliefplan.pdf

gee, for example, Thomas Hoenig, “Back to Basics: A Bette
Insurance Corporation, speech delivered to the American Banker Regulatory Symposium, September 14, 2012.
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ramp proponlkitfstese dlreistsi Covdwmp He x intny e sxea dapeamet roafl

pl anhlinmngt.hehe wvomplexity generall yhbeaefhets thos
resources to absorb thersdgdgededliigahgd mpmpetorl &t on
long as sufficient capital 1is 1in place 1in case o
regulatory mi%0rnthmama g dhmevetv.er , contend that the ¢
prudential regulation each play an important 1 ol
institutions and are es s%Innt ioatlh ecro mipolrednse,n tcsa ptiot abla
losses, but unlike other forms of pri#tHenfaat reg:t
that the oféxemmpsegphil ced wlgtahbasafdess eficemt hr eat s
financial s ttahiaitfloiciysmmnidmwdti mkeisl ity to absorb I os
(microprude)ptmnatiysc¢emame(rsmascstkoprude)ntial concerns
Predicting which banks would elect to hold the 1
uncertainty, but CBO dsdomakhg $hehbahles Onmaseun
the CBO had to address is that some banks that h
would not necessarily make the dltdhetvzicom.geCBQ@tdsot
(as definkedrbw htot W@%bosltl of which are banks with
in aswsoeutlsd make Ftolre tehloescet ibeed.ow cur r &mtallyl 10%, CB
probabhkbiyt would choose to rais eAse nao WCg8h® uclatp,i t al t
estimadkbadut hftvmobae $HWawitdthi on in asse6Gs and non
SIWould make ™™ he election.

Ot her Considerations

40P OUOW3T UT UT OCEwW EUOUUW. UTTUwnbOEOEDPEOW2UE
he

Discussions abouthraibohg thepi §501 pifdcwn on t

standards found inFfSarclkt iAant .1 6Tahlissd ftehhreensDloadldd ni sa

number socicotmtshaogft tohwe Appe@dfléegi sl ative proposals t
threshold in Sec(asoni sl 6bhRc. o83 3dy)idABol midte a c hange

the threshold found in these other sections as W
covered by 8¢ etashoenr 1s6e5c,t ivwohn s nroertfded feOnh cbei Iblaindkms iwn t
assets In the formeontmas8gcthenginag whal dhaaeas ha
the threshold forertehaessteheo tlhaetrt srcha omp ofl ldvdhs avoud d
remain uAchthge daptpiecamnd issomeo of t hese HBHtRer provi
l wourdadpe Hdottehe Cadaovvjoshiomower graovoemitthrgatese to i
stability, heaoakggmeat]l yntemediation requirements
enforcement authority, and certain assessments.
In addition, Section 165 includemotevStillDemguire men
billionciompasusgietsst ress ntneistttse ea nrde qruiisrke nceont s for p

106 House Committeen Financial Service§he Financial CHOICE Act: A Republican Proposal to Reform the
Financial Regulatory Systerdune 23, 2016, p. 7.

107The Government Accountability Office (GAO) presents evidence that capital ratios alone (the method currently
used forprompt corrective action) were not as good a predictor of historical failures as measures that used a range of
indicators. Government Accountability Offidank Regulation: Modified Prompt Corrective Action Framework

Would Improve EffectivenesSAO-11-612, June 2011, dittp://www.gao.gowiew.itemsd11612.pdf

108 Congressional Budget OfficE€ost EstimateH.R. 10Financial CHOICE Act of 2017/May 18, 2017, pp.-10, at
https://www.cbo.gowystemfiles/115thcongress2017-2018tostestimatérr10.pdf
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banks. Congress could decide tbeauwée sehe¢mesvswechang
For exSamplWleyyd d r ai s ef odrthree sfdr rotanss dfitold0d bi 1 1 i on t o $ 50

Congress could also cons(iid.e§ ] Bwh¢eat nlapeprd ot ahceh eost her t
banks) that regul at ofrsr hamer wiodgumitagadty aadpipt ®Id,
liquidity requirements, as well as TLAC, should
l e vBld s e geGoenrgarlelsys, could consider whether the cu:
with multiph@nthsdgepffdesch I Iwould be more desira

Congress might atbobreomsciadkrstwhbethietry oprovisions
ondascr ebtaisoinsmulyd also be based on the ,Skketion 16
oter main financial -Fsrtaanbki lAictty itsi tTli & drigne ktlhye wlha & c
i qui cwtt i gnOilLtAYWw wind down firms that®phbhee a risk -
decision about whether to phaonet stifztei, b smg hf iarsm t il
$50 billion threshold. Instead, it 1s’sbased on a
failure wWeuldubawadverse effects on”ffoilnlaonwiinag st @
a recommendthi rdas bsf Bdvar d eoddf Getvheirrndosr sosfa ntdh et wFoDI (
board

(OETI RDOT wOT 1T w37 UI UT OOEY

The $50 billion threshold does mnot automatically
domestic prodsetasosmeitds fieman dfiodinnyeaas to year. As
with no change in industry concentration, more a
to enhanced regulwaotuilodn nhassk et itmwet i pracs sseese psr t o r e st
order t oa atihhoen go hldfe sGhongress wished to avoid this
the threshold to Tbmemecrenqgmicklgydihbhetondex rose
banks would c¢rOds st htrleeeotmededimddB d.t i on tends to gr ¢

wh e rfeiansa-e1 € c¢alasdsre t 8 hmeorsotw qui ctkhhiey s buvS.haled sk .
191t th@ongdwesnbdrdaianved the threshold and indexed
domestic product.

61 EOwUOOwW( OEOQUET wbOdw UUI UUy

Th$50 billion threshold is based noentsttihoatta 1 cons ol
regul atoordudmpowteatially be included or excluded
should t henctlhubdee$ boahkEde t elwg)locsahlsarsleest,s of foreign Dban

ollS,assetnssetcsusnaddy? Altering t heerdetfhien intuinobne ro fo
firms that exceed the threshold at any given ass

Ul T Uw#l xy0UPUOUDI U

Holding companies with depositories may 1incorpor
(savings and loan) holding coympsaunb ieasr, i adse pemedi ng

109 For more information, séERS In Focus IF1071&®rderly Liquidation Authorityby David W. Perkins and Raj
Gnanarajah

110 Sjmon Johnson noted that six of the nine banks between $50 billion and $100 billion in assets in 2@ Hahm

$100 billion in assets if ofbalancesheet exposures were included. Simon Johnson, Testimony before the House
Financial Services Committece, hearing on “Examining the De
ST FIs, ” Jathitps:/fiRanciaBdviceés.house.goploadedfiledihrg114-bal5wstatesjohnson

20150708.pdf
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tead asobawmlkhe fechoice does not greatly alter th
engage in, particul®Nelyhen thsifionbank buahks
ding companies, although only those with hold
tion 165 is 1imitedmooebSaStlk rbhiollldiGofinlg ei cnb eagsasneit ess.
stated iitl acro wledq vaiprpelmye nstism t o T.HYCsu,r rbeuntt lhya,s n
se firms could be subjected to enhanced regul

i

ignation, but mnone has been designated to dat

o S| o0 0 & S
»w o ©n o -5 O

Joufn e t2h0elr7e, is one bacnmknpwinsyh sanmidHlie®s ho |l dameg t han
0 bill iNoon TiHhGnahsass8tBHa@n billion inmeseethanbut S 0
0 0 blihlelsiecon.ncl ude firms that are | eatdhatg fir ms
ve | imidpadr dbltanndaidndg t i on , credit unions accept
hanced prudentyiekceeguBsdO0i bndlibdbntha assets.

S 0N Lbh X

gress might consider whether there is any dis
ercoanecodtdt hese THCs compared to their BHC »p
enhanced flleddeahaeatftmntygyafleggmehe regime to THCs
cthaicehywhether oneTH€{ iehest sdheupittmegsily

urance firms c¢ awhe pobnsfey rsnyss ttehmitd aanrkes kpproienea r i 1 y
temic risk. Large THCs, including AI G (mainly
ecuritie firmYmaamdyWas deeepmtts o tthodyd)mmtd er of s
k concerns duting the financial crisis.

R B © T LA =N 2= Jis N = N = vl = i e B o]
= < B = o B O

v v v o o s

5 » v =

O:
([a)

Ow" HOBI OUODE

11 FrahnKtpheptuDoadd“Hotel | €¢lr folvapsrroohm )b i t s
hafundsefvyod the TrouWARF rAds ba dRehgef Pro
ng their bank subsidiarNetgdgbln, otrldert wo les
ment banks became BHCs and received TARP f
ment and 1insurvaenclei nfiiteps baamdklo ECeo n B ne s h a
to Iimit emhmamlks,d irte gaad mltd ome geowal Section
ss could extend Hotel California to BHCs t
tm o m dnegb atmok ia voi d e nHh aRnweldl d ergaud@aali otnhe Hot
rnia provision.

=

Oﬁog—._.f\ww
N"‘ONSSV’E(‘D
— 0 3 38 < <06
— 400 0 0O —wn
oa@gﬂﬂ—.ﬁo

20w. xI UEUPOOU WO wndUI BT Ow! EOGOUY

0
di sacbuosvseele Fed has r e qmoer ¢ fhathob enl dgnhborbaannckhs wi t
S
a

Qu

2]

i
sets to form inter mediate h,olwhimscghbgaemepta 1tioe s
negdlaamtdi oot her pru@eatd¢ahceeguwnthonhis appr
lrde dwnd sntmmhwiamteh coaagulrayt i on for the parent com
whet hehotmke cbamks ysnengdlhat o g ul aatnodr yw hpertohveirs i ¢
ome country regulatorBhehalFoeddi kEt Atchnaptd ceelma cade d¢ h e
egohaof forei $ggni vbea ndkuse srheoglaledd 1n ot it healprt medtpme n t
quality of competitive opportunity; and take 1in
inancial company 1s subject on ahaeaonsobidated b
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WMFederal Reserve, “Enh a frederal ReBisteb] g 27240,aMarch®7, 20d4datr ds , ” 7 9
https://www.gpo.govfisyspkgFR-201403-27/pdf/201405699.pdf

112 AIG is no longer a THC. One notable difference in thgutation of THCs now compared to the financial crisis is

that THCs are now regulated by the Fed, whereas they were regulated by ttiefaogt Office of Thrift Supervision
during the crisis.
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c omp a’rtaob 1Ue. S . Osnt

hes
operationsSIloBs ,f omedigmaysdditional scrutiny by U. S

porttes g bt emic ri

Alternatintel yed

arthda rod sh.e r

hand, a number of t e

sk via a problem at their parent

tilme¢ e thhorledsihnogl dc ocnopualndy be expanded

branch and U.oY. faogeen cginc abeasnbifsd g dieow aoRe 5 @ h r ¢ h

13 U.S. branches and agencies eSfl Bfsomecragimet hanks (
$50 billion in assklthoebsvstamer e nheatmcsewb jpeatdetnag i al
U. S. banks or interflemdifasieazhdbldpafpcyompaati £€scan
justified in terms of deference to equivalent ho
located in a-ovmadc U. 8t bHamki gm guably does mnot ch
stab®lity.

The Treasury semakingepemmbhdl changed to the th
intermediate holdi,nge xomptainyg rfeqmudirgmemamnsks fr om
provisions when there 1is haonalp pd yuamtsreyt h dtelog velsahtod rdy
U.8ssets instead of glfobal iaosangt Wi'When dppl icxabn]
Key Findings

e The specific requirementtsa rogfe teendh atnoc epdr orbelgeunhsa t
in the financial c¢risis, but oveyrlap exists
create excessive regulatory burden.

e Mitigating systemioc isk 1is not the only 1rat.
the primary one Thus, 1if banks that do mnot j
enhanced regulation, cowithoate yimpadidag ohet hoc
primary benefit. The current system is tierec
absolute terms for banks mnear the threshold,

e Proponents of enhanced regul adampimngee 1t as
with the risks posed by very large banks, whi
feature in financial markets. Although enhanc
costs could theoretically increase economic ¢
curretaltdxygessive risk as a result of the mora

e Opponents fear that r eigwillalt iionnc rweialsle bneo rianle f f «
hazard by reducing market discipline. Howevert
regulation has onamhykambedal sgeck pblaimnkes ias ar gu
already subject to a rigorous prudential reghi

e Another possibility is that systemic risk 1is
institutions Enhanced r e gulaantdi ocnounhady not be
even exacerbate systemic risk 1f those activi
insti(tsuhtaidoonwd )b.a n k s

e Many economists believe that systemic risk 1:¢
interconnected to fail oro tboiog ctoompflaeixl .t ol ff asiil

113 Office of Financial ResearcBjze Alone is not Sufficient lidentify Systemically Important Bankgéewpoint 17
04, October 2017, p. 9, https://www.financialresearch.ga#wpointpaperdiles/OFRvp_1704_Systemically

ImportantBanks.pdf

114 Department of the Treasur, Financial System That Creates Economic Opportunities: Banks and Credit Unions
June 2017, p. 12, attps://www.treasury.gopfesscenterpressreleasefdocumentsh%20Financial%20System. pdf
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is well correlated with interconnectedness o
is a simple, inexpensive, and transparent wa
enhanced regulation.

e Data presented isnzebtispeepodbywictohndetated
interconnected8en(®S [oBrs caornep lreexliattyi vely small b
size, and some relatively large banks have 1 ¢
scores .wiNtoh bla%nxk® 0 t hialnl i on r e c enikvses a high sco
under that size have signiimddrtatocti thtattes 1
make up the score.

e It 1is difficult to fidjdusatn”Seitghttto.ot thrn gshholacd dva
the threshold would exclmaret dbmtn.k sS ethatto @ rleo w,)
and it would include banks that are not syst ¢

e A cbsxease designation process 1s an alternat:i
designation pr oc%susd gdmeefnetr sa ntdo irse g wmlhactroernst 1 y m
subjectiven Pdsogmasks a greater market perc
status. A designation pr obcaenskss haass been used t
systemically important. That process has pr o:?
legal challenges ifn rpor act ideees.i glhiwmrtreednt 1 y, one

e A hybrid regime that mixesbymmsa@automatic thres
designation-—fpuocdossradvmed dmawhaseks to bot h.

e Congress could consider various modification:
regimebecoeuxltdkended to automatically capture ty
highly similar to bank holding companies suc!l
banks without a pordaltr #oddengxwmmmphbaesnyof Tbot'l
ov860 Dbill jaonnd itnh earses eatrse examples of the form
and predominantly endaogpgdkd nidd Gpneklpdmbk nact i viti
Brothers, and Washington Mutual were all THCs

crisis.
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Appendix. Do d-Br a nkPrAati A\pphying to
Bakwi tMore Blhdn Billion in Ass e

This appseadt xondsd sFitrna ntkh ed alhopdpdh y t t 0o mba ¢ k$sSHwmnt h
billion 1n assets. Mo s t , Wut cmes 5. ¢ all haeb otaheree srheoglud a
al s o usaecadks € 8 sammedr ttso det er mine from whom FSOC c¢can

Table A -1. Provisions of the Dodd -Frank Act That Apply to Banks with More Than
$50 Billion in Assets

Section Number Brief Description
112, 115 FSOC mayecommend enhanced prudential regulatory standards to the Fed
116 FSOC may require $50B+ banks to provide it with information
121 Fed may mitigatgrave threats to financial stabilippsed by $50B+ banks
155 Assessments to fund the Office of Finah&esearch
163 Prior notice and approval of nonbank acquisitiaver $10 billion
164 Prohibition onmanaemern interlocks.
165 Requirements for enhanced capital, liquidity, and risk management standards; resc

plans and credit exposure reports; concentration limits; stress tests5-1 debtto-
equity ratio if grave threat to financial stability. Discretionary authority tpase
additional standards.

166 Ealy remediation requirements

172 FDIC examinatiorandenforcement powers

210(0) Assessments to repay costs incurred by the Orderly Liquidation Fund

318(c) Assessments to fund enhanced regulation

723, 763 Not eligible for affiliate®exemption for svaps and securitybased swaps clearing
requirements

726, 765 Rulemaking requirement to mitigatenflics of interestbetween $50B+ banks and
swapsor security-based swapslearing agencieandexecution facilitiesndnational
securitiesexchanges

Source: CRS
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